International 
nr Information 
Series 


44° hm 
i ee 


Foreign Economic Trends 
and Their Implications 
for the United States 


DECEMBER 1982 


FEF 82-116 
Frequency: Semiannual 
Supersedes: 82-052 


REPARED BY 
CAN EMBASSY SEOUL 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual 
subscription, $55. Foreign mailing, $13.75 additional. Single copies, $1.50, available from Publications 
Sales Branch, Room 1617, U.S. Department of Commerce, Washington D.C. 20230. 





KOREA KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in U.S. $ Million and represent period 
averages 
Exchange Rate: US$1.00=743.1 won Prel. 1st Half Est. Percent Change 

As of October 5, 1982 1981 1982 1982 1981 lst half 1982 1982 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 63,343 66,264 2539" UZ. 


GNP at Constant (1975) Prices 30,620 32,151 7.1 : a 
Per Capita GNP, Current Prices 1,636 1,685 23.8* 105 
Plant & Equipment Investment, 
Current Prices 6,931 7,099 13507 10. 
Personal Income, Current Prices 48,857 51,405 25.0* 3. 
Indices: 1975=100 

Industrial Production 2Shic : 240. 

Avg. Labor Productivity 1926 38. L398; 

Avg. Industrial Wage 451. 468. 205 
Labor Force (Thous. ) 14,710 15,004 
Avg. Unemployment Rate (%) 4, 4 4, 
Total Population (Thous. Mid-year) 38,723 39,331 


MONEY AND PRICES 
Money Supply (M2) 1/ 22,3929 2 27,192 
Interest Rates (Comml. Banks) a 14, ee 
Indices: 1975=100 
Wholesale Price 215.6 ao 289. 
Consumer Price, all cities 212% 286. 290.6 
GNP Deflator 0 ~ Sik. 
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BALANCE OF PAYMENTS AND TRADE 
Gold and FX Reserves 1/ 6,891 7,300 
External Debt 1/ 2/ 20,800 22,900 
Annual Debt Service 2/ 3,800 4,300 
Annual Debt Service Ratio (%) 2/ 13. 14. 
Balance on Current Account -4,436 -645 -2,000 
Balance of Trade (FOB) -3,419 -788 -2,000 
Exports (FOB), Customs Basis 21,254 10,412 22,300 
To U.S. 5,661 2,912 6,200 5 
Imports (CIF), Customs Basis 26,131 11,838 26,000 ays 
From U.S. 6,050 2,846 6,200 236 
Average Exchange Rate (Won/US$) GBl.3 J22,38 (Sind (les 
Period-End Exchange Rate (Won/US$) 700.5 740.8 790.0 = 6. 





Major imports from U.S. in 1981 (in millions of dollars, CIF): grain ($1416), 
nonelectrical machinery ($583), raw cotton ($539), electrical equipment and machinery 
($536), transport equipment ($417) and scrap iron ($177). 


Major exports to U.S. in 1981 (in millions of dollars, FOB): textiles ($1,302), 
electrical products ($880), iron and steel products ($787), footwear ($568) and 
transportation equipment ($295). 


Footnotes: * Percentage changes calculated in won terms. 
1/ Data are for end of period. 
2/ Includes payments on all debt of one year and longer 


Maturity as a percentage of total exports of goods and services. 


Source: Embassy estimates, Bank of Korea, Economic Planning Board and Ministry of 
Finance. 





OVERVIEW 


Korea and its major Asian competitors have all been buffeted by the 
economic downturn in the advanced countries, and export gains in 
1982 will be modest by comparison with previous years. The Korean 
Government (ROKG) has had great success with its anti-inflation 
policies, and began loosening the reins this summer in an effort to 
stimulate the domestic economy. A financial scandal involving the 
manipulation of Seoul's unofficial (or "curb") money market resulted 
in a major political problem for the Chun Administration. The ROKG 
handled the economic problems resulting from the scandal quite well, 
and the whole affair gave proponents of a liberalized financial 
system the opening they needed to begin the modernization process. 


Real GNP will be up a modest 5-6 percent in 1982, a good performance 
in view of the sluggish international economy. Inflation rates have 
fallen to single-digit levels, and Korea's current account deficit 
will be less than half of the 1981 level. Although a sustained 
economic recovery probably cannot begin until export markets revive, 
Korea seems well-positioned to take advantage of the upturn when it 
comes. 


- THE POLITICAL SETTING 


Despite continuing economic uncertainties and a major financial 
scandal during the past six months, the short-term outlook for 
political stability in South Korea is good. In the longer term, the 
Korean Government may have to deal more flexibly with manifestations 
of discontent in some sectors of society over continuing tight 
government control. 


THE CURB MARKET SCANDAL: Domestically, a scandal of major 
proportions erupted in May when a well-connected couple was arrested 
for manipulating Korea's unofficial private money market. The 
scandal had both a political and an economic impact on the country. 


Interest rates in Korea are administered rather than being set by 
the market. The only uncontrolled financial market is the 
long-established, flourishing private market, commonly called the 
curb market. This market is technically illegal, but usually has 
been tolerated by the ROKG because it serves as a financing source 
for small and medium sized Korean firms squeezed out of official 
Markets by the conglomerates, who have traditionally had priority in 
obtaining bank credit. (The curb market operates mostly in Seoul, 
but also exists in Pusan and to some degree in other larger 

cities.) Although there are some official financing institutions 
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specifically designed to aid smaller firms, they often must turn to 
the private or "curb" market, where interest rates are usually much 
higher than official rates. 


In this curb market, firms wishing to borrow funds sign promissory 
notes or issue other types of commercial paper which the curb 
dealers discount both through the curb and the official financial 
systems. The discounted paper is generally issued with maturities 
of 30 to 90 days. It appears that one dealer had demanded that 
certain borrowers issue a second promissory note, in addition to the 
Original note, as "collateral" for a loan, The curb dealer allegedly 
promised that these second notes would be held uncirculated and 
handed back to the issuer when the underlying loan was repaid. 
Whatever the actual arrangements were, the second notes were also 
discounted; when they were presented for repayment, two fairly large 
firms were unable to meet their obligations. The result of the 
affair was the collapse--at least eee ee the curb market 
system, bankruptcy for the two firms and the threat of bankrupcy for 
many others dependent on private financing. Am tid widespread 
speculation of high-level involvement in the scandal, an uncle of 
the President's wife was arrested. President Chun undertook a 
series of cabinet changes ancludi ng the appointment of respected 
academic Kim Sang-hyup 5 | jinister, to restore confidence in 
his Administration. Int the scandal gradually has died 
down, but many observer credibility of the Government's 
anti-corruption campaig janmaged. The scandal also added 
to the pressure on the some positive measures to 
reflate the economy and strengthened the hand of economic 
liberalizers who had been calling for an overhaul of Korea's 
underdeveloped financial sector. 
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OTHER POLITICAL DEVELOPMENTS: August and September were dominated 
by the controversy es by alleged distortions in Japanese high 
school textbooks of Japanese actions in their former colonies and in 
other occupied territory during World War II. Many Koreans were 
angered by passages, for example, that portrayed the Korean March 
lst independence movement of 1919 as a "riot." The Japanese assured 
the ROKG that the textbook revisions would be reviewed in 1985; the 
ROKG accepted these assurances as the "positive response" it had 
sought, but some Koreans think their Government defused the issue to 
avoid further difficulties in the negotiations with Japan on an 
economic aid package. U.S. Vice President George Bush visited Korea 
in April to celebrate the centennial of U.S.-Korean diplomatic 
relations and to reaffirm the U.S. commitment to the security of the 
Republic of Korea. In August President Chun toured four African 
nations and Canada to bolster Korea's international position and to 
encourage trade and economic cooperation. 





its ECONOMIC SITUATION AND TRENDS 


THE MACROECONOMY: 1982 has been a slow year for the Korean economy, 
as it has been for the other "mini-dragon" export-oriented, high 
growth economies of Asia. "Slow" is relative, however, in 
discussing an econolily whose planners expect six percent real growth 
this year. The major problem has been in exports, or more precisely 
in the slow rate of export growth. Through August 1982, exports are 
up only 2.5 percent over the comparable period of last year. While 
this sluggish export performance has affected the entire economy, 
all is certainly not gloom and doom. Imports have dropped in 
absolute terms--by eight percent for 1982 through August--and import 
prices generally have been stable or declining. Overseas 
construction activity has been relatively vigorous, and 
international interest rates have fallen. The net result has been a 
dramatic improvement in Korea's perennial current account deficit. 
Through July of 1982, that deficit stood at only $833 million, 
compared to $3,233 million at the same point last year. The ROKG 
expects the current account deficit for the year to be less than two 
billion dollars, compared to the $4,478 billion in red ink recorded 
in 198d:. In addition, the Government has had great success with its 
Stability-oriented monetary and fiscal policies, and now has some 
leeway for its recent aggressive moves to stimulate the domestic 
economy. While the new policies are somewhat controversial, they 
have made an impact on the economy and so far do not seem to be 
triggering a resurgence of inflation. For the twelve-month period 
ending in August 1982, wholesale prices in Korea have risen only 2.1 
percent and consumer prices are up only 4.8 percent. Another reason 
for the change in policy was the curb market scandal discussed 
above, which had’a major influence on subsequent ROKG economic 
policy moves. 


GETTING THE ECONOMY BACK ON TRACK: Early in the year, the stimulus 
measures implemented by the ROKG were modest, and seemed designed to 
give the minimum relief necessary to keep Korea's ailing industries 
from going under. In January, the ROKG cut bank interest rates by 
one percent, took Inodest measures to boost exports, and announced 
the early start of pump-priming projects in housing and other 
areas. In March, interest rates came down another two percentage 
points, and in mid-May, after the curb market scandal became public, 
he ROKG announced a 300-million dollar rural road construction 
project, a new loan fund for small business to compensate for the 
drying up of the curb market, and an easSing of capital gains taxes 
on certain housing transactions. The ROKG also announced that the 
official financial system would make sufficient funds available to 
ensure the survival of "creditworthy" firms whose normal financing 
sources in the curb market had been cut off. The original money 
Supply growth target for 1982, 20-22 percent, was raised to 25 
percent. Emboldened by the continuing low inflation, concerned by 
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the absence of any solid signs of economic recovery in the West and 
under considerable political pressure because of the curb market 
scandal, the Administration took more drastic measures in late 

June. Bank lending rates were slashed by an additional four 
percentage points to 10 percent, well below prevailing international 
rates. Significant 1983 reductions in corporate and personal income 
taxes were announced, and the 1982 target for money supply growth 
was abandoned entirely. 


Shortly after these measures were announced, the ROKG made public 
the price to be paid for its largesse. On July 3, it announced the 
reform of Korea's system of anonymous bank accounts; such accounts 
would be forbidden beginning in 1983. The intent of the measures 
was twofold; anonymous bank accounts could no longer be used to 
dodge the taxman, and curb market dealers would no longer be able to 
conduct their affairs outside the scrutiny of banking officials. In 
the longer run, the intent is to move away from the traditional 
system of controlled interest rates and credit allocation by the 
ROKG to a system of market-set interest rates. While proponents of 
these reforms had been arguing their case for some time, the curb 
market scandal provided them with an opportunity to force them 
through the political opposition. Although the original proposal to 
ban anonymous deposits was modified somewhat in the National 
Assembly, it appears that the essential elements of the plan will be 
enacted into law. 


KEYNESIAN STIMULUS: The stimulatory measures taken by the ROKG in 
the first half had a decided effect on the economy. Real GNP in the 
second quarter of 1982 grew 4.6 percent over the second quarter of 
1981, with most of the growth coming from construction. Housing 
construction (up 24.8 percent) and electrical power plant 
construction (up over 50 percent) were the strongest gainers. 


The debate over the easier money policy centered on its potential 
effectiveness and its possible side effects. Critics argue that the 
current economic problems are due to Sluggish export demand and that 
the domestic sector of the economy is not strong enough to pull the 
economy out of its difficulties unaided. In these circumstances, 
the detractors argue, stimulus might be ineffective and also present 
a risk of negating the anti-inflation progress made over the 
previous three years. 


Proponents of the stimulus measures argue that the slackness in the 
domestic economy will serve as a brake on inflation, and some have 
argued for even more massive stimulus measures. "If Keynesian 
economics has any validity at all," one ROKG economist commented, 
"now is the time to really pour on the coal." So far, inflation has 
remained well under control, but the Government is watching the 
indices closely. As the hoped-for recovery in export markets begins 
next year, there will probably be a general retightening of monetary 
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policy. We would expect to see domestic interest rates return to a 
level slightly above world rates. The won, which has been stable at 
about 742 per U.S. dollar in recent months, will probably be allowed 
to drop slightly in value, as long as the dollar remains strong, to 
keep Korean export prices in line with those of its major 
competitors and to reduce the won's appreciation in relation to the 
yen and other OECD currencies. 


OTHER ECONOMIC TRENDS: The slowdown in exports has not hit all 
industrial sectors in the Korean economy equally. The hardest-hit 
have been some of the traditional light industries such as textiles 
and plywood, while exports of heavy and chemical products have held 
up reasonably well. For 1982 through August compared with the same 
period of 1981, total exports were up 2.5 percent in value. Heavy 
and chemical industry exports were up 11.9 percent, while light 
industrial exports were off 4.3 percent. Textiles, a mainstay of 
Korean industry, has been struggling; exports are off 1.8 percent 
for the same period. Plywood and other wood product exports are off 
a whopping 39.3 percent from depressed 1981 levels, and 
miscellaneous light industrial exports such as toys are off an 
aggregate 9.4 percent. Footwear alone among light industry shows a 
gain in export earnings, of 12.3 percent. In the heavy and chemical 
industry category, only electronics exports are running behind last 
year's pace, by four percent. Exports of machinery are up 3.1 
percent, and ship exports are up a healthy 31.6 percent. The only 
cloud on the shipbuilding horizon is the shrinking of the backlog of 
orders to Korean yards; new orders are not coming in, and order 
books will be nearly empty after 1983 if present trends continue. 


The overall unit value index of Korean exports has fallen from 175.7 
in December 1981 to 170.5 in June 1982, while unit import prices 
fell during the same period from an index number of 169.7 to 160.1. 
The result has been an improvement in Korea's net barter terms of 
trade of just under three percent in the past six months. The 
relative health of Korean heavy industrial exports during the year 
suggests that Korea will be in a good position to continue its drive 
to become a heavy industrial power when import demand in the West 
improves. The industrial base is in place, and Korean companies are 
emphasizing the upgrading of technology and worker skills. Despite 
the current unsettled economic conditions, this country's 
longer-term outlook remains quite promising. 


THE BUSINESS CLIMATE: Korea's businessmen have struggled during the 
past three years probably more than their colleagues in almost any 
other country. Recessions are less common in Korea, where there had 
been uninterrupted economic growth through late 1979--double digit 
growth in quite a few years--since the "economic miracle" got 
underway in 1961. Having never experienced a recession before, most 
Korean businessmen found it difficult to adjust to the unfavorable 
economic trends. The then-Minister of Finance commented on the 
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phenomenon in remarks to foreign investors in Korea in late June. 

He expressed his disappointment that Korean business had not 
retrenched and taken measures to cut costs during the hard times; in 
the context of his general remarks on the need to lower interest 
rates, he noted that allowing interest rates to rise to 
market-clearing levels would bite deeply into industrial 

production. Manufacturers generally have to borrow working capital 
in order to finance new production runs. 


The highly-leveraged style of business operation is profitable, of 
course, when times are good. But like speculators in commodity 
Markets, Korean businessmen have seen the obverse of the coin when 
the economy turned downward. The sharply lower inflation rates of 
the past two years have also damaged firms who borrowed with the 
expectation of repaying loans with inflated won. The ROKG has met 
with modest success in its efforts to force buSinessmen to lower 
their debt/equity Ss; from 4.88:1 in 1980, the median gearing of 
Korean Se ha dropped to 4.52:1 in 1981. Companies have 
been pressed to I culative real estate holdings and spin 
off subsidiary les tr related to their main lines of 
business. Whether Korean businessmen blame the ROKG or (more 
plausibly) the lack of demand for Korean exports for their troubles, 
not many seem to expect any marked improvement in 1983. 


Foreign investors in Korea have also been hurt by the recession, and 
the economic difficulties have added to their complaints about the 
climate for foreign investment in Korea. New investment approvals 
are running behind the Government's target for this year, and 
several highly-publicized foreign inves tment disputes remain 
unresoived. There have been indications of late, however, that the 
ROKG recognizes the need to address investment issues and is making 
an effort to remove some of the irritants. 


BANKS ARE HURTING TOO: The banking business in Korea is no longer 
recession-proof. Profits have hhh after years of good times. 
For both foreign and domestic bankers, loan demand is down because 
the recession has slowed investment in new plant and equipment, 
because foreign trade growth has radically declined, and because won 
interest rates are lower than international rates for the dollar, 
leading Koreans to prefer won to dollar borrowing. For the latter 
reason, there appears to be a local currency liquidity shortage in 
the banking system. 


While the drop in profits may be expected to slow the momentum of 
foreign branch bank arrivals in Seoul, three new U.S. banks will 
open their doors here in the next six months--First Boston of 
Massachussetts and Wells Fargo and Security Pacific of California. 
International financial markets continue to rank Korea high on the 
list of countries which are good credit risks. The most recent 
major international loan, a $310 million eight-year syndication for 
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the Korean power corporation, had the lowest rates ever for a Korean 
Government borrower. American bankers expect that the next major 
loan, a $500 million syndication for the Korea Development Bank to 
be arranged in autumn 1982, will have very similar rates. 


Speeding up its two-year-old program to lessen direct government 
control of the banking system, the ROKG in September sold to private 
interests its equity in two major local commercial banks. On July 8 
a new Japanese-Korean commercial bank, Shinhan Bank, opened its 
doors. It is the sixth nationwide commercial bank in Korea. The 
seventh, a joint venture between Bank of America and a number of 
Korean corporations, will probably open for business in 1983 in 
three Korean cities. The denationalization of the two commercial 
banks and the establishment of two additional banks with foreign 
interests are important aspects of the long-term Korean program to 
strengthen the still underdeveloped local financial sector by 
decreasing direct government control and increasing the play of 
market forces and competition. 


AGRICULTURE: The agricultural sector grew about 25 percent in 1981 
as it recovered from the disastrous 1980 harvest. It appeared that 
Korean agriculture was again in trouble in 1982 as the country's 
worst drought in 70 years persisted through July. But exceptionally 
good growing conditions in August and September erased the earlier 
apprehension; prospects now are for rice production to equal last 
year's figure of 5.1 million metric tons. Other crops, all minor in 
comparison to rice, will show mixed results for the year; overall 
agricultural production in 1982 should expand by about three percent 
over the 1981 figure. 


U.S. agricultural exports to Korea in 1982 are forecast at about 
$1.6 billion compared to $2.1 billion last year. Much lower 
commodity prices in general and greatly reduced rice sales are the 
primary causes of the declining sales. But Korea's relative 
importance as a market for U.S. farmers remains. The availability 
of $600 million in GSM-102 credits during fiscal year 1983 for the 
purchase of cotton ($300 million), wheat ($130 million), feedgrains 
($80 million), soybeans ($50 million), tallow ($6 million) and 
undesignated commodities ($34 million) will help the U.S. farmer 
retain his position as the leading supplier of such commodities to 
Korea. 





ee IMPLICATIONS FOR THE UNITED STATES 


The general economic downturn that began in 1979 is still causing a 
deferral of most plans for investment in plant and equipment. 
However, with signs of Korean economic recovery, U.S. suppliers 
should strengthen their market presence now through local 
representation, product advertising, sales calls and better 
communications with end-users and importers. 


Korean manufacturers recognize the need to upgrade the quality of 
their products, especially products destined for overseas markets, 
and will need more advanced production equipment to do so. U.S. 
firms can compete very effectively here for sales of the following 
types of products: medical instruments and equipment, analytical and 
scientific instruments; large scale computers, energy conservation 
systems and equipment, electronics industry production and test 
equipment, food processing and packaging equipment, industrial 
controls, special machine tools, special construction equipment, and 
telecommunications equipment. Korea will also continue to be a 
major market for industrial raw materials such as coal, chemicals, 
scrap metals, and logs. 


MAJOR PROJECTS: The Fifth Five-Year Plan contains a number of 
ambitious Korean development projects. Major projects now in 
various stages of planning and scheduled for implementation during 
the plan period include construction of Seoul Subway lines numbers 
two, three, and four and Pusan Subway line number one, with a 
combined length of 128.3 kilometers; construction of two 
multipurpose dams ($654 million); construction of sewage treatment 
facilities capable of handling 3.9 million MT per day ($1.07 
billion) and telecommunications projects. Also planned to begin 
before 1986 are construction of a second integrated steel mill with 
a first stage capacity of 3-million-ton-per-year 

($2.75 billion), expansion of Kimpo (Seoul) and Kimhae (Pusan) 
International Airports ($304 million), and the expansion of Pusan 
port ($284 million). The current economic slowdown, however, is 
causing the Korean government to consider delaying some of these 
projects. 


FOREIGN INVESTMENT: Foreign investment project approvals in the 
first seven months of this year amounted to $102.7 million, as 
compared with $88.3 million recorded in the corresponding period of 
last year. The 1982 target is $250 million. 


With the exception of investments in the free export zones, all 
foreign investment, technology assistance agreements, and the 
acquisition of loans exceeding $200,000 in value and three years in 
length are regulated by the Foreign Capital Inducement law and its 
Enforcement Decree. An application for approval of a foreign 
investment must be submitted to the Ministry of Finance (MOF). 
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Korea is loosening up existing tight controls over foreign 
investment, albeit on a gradual basis. MOF has recently submitted 
an amendment to the Decree Implementing the Foreign Capital 
Inducement Law (FCIL) designed to further simplify foreign 
investments procedures. Major changes, which are expected to be 
effective upon promulgation of the revised Implementing Decree, are: 


a) A reduction of the number of ROKG approvals required for many 
proposed investments; 


b) An expansion of the number of industries in which foreigners may 
invest, and 


c) Easier ROKG approval of technical licensing agreements and 
foreign currency commercial and syndicated loans. 


Further information on the new rules will be available from the U.S. 
Deparment of Commerce or the American Embassy in Seoul when the 
revised regulations go into effect. 


TRADE LIBERALIZATION: Korea has embarked on a gradual 
liberalization of its trade restrictions, with the aim of a 90 
percent liberalization ratio (by CCCN) by 1986. On June l, 1982, 
the Ministry of Commerce and Industry announced the new Annual Trade 
Plan for the year beginning July 1, 1982. The new Trade Plan 
increases the number of "Automatic Approval (AA)" import items from 
5,469 to 5,791 (based on eight-digit CCCN), and decreases the number 
of restricted items from 1,911 to 1,769. Among the items shifted to 
the AA import category are black-and-white TV sets and parts, 
watt-hour meters, boiler parts, certain manmade fiber yarns and 
fabrics, manmade plastic insulators and industrial diamonds. 


Currently, the Korean trade regime still contains many trade 
barriers, both tariff and non-tariff, and government policy 
emphasizes maximum reliance on domestic sources, particularly for 
consumer products. The Korean Government continues to ban imports 
of a product once a domestic manufacturer begins producing a similar 
item. 


As of August 22, 1982, according to the Bank of Korea, a total of 21 
Korean branches of foreign firms had obtained trading licenses from 
the Korean government. The firms include seven from the United 
States, eight from Hong Kong, two each from Japan and Britain, and 
one each from Switzerland and Denmark. Most of these firms 
specialize in stock-sales of pharmaceuticals, chemicals, machinery 
and electrical apparatus. Nine more applications reportedly are 
being reviewed by the Korean authorities. 
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